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dhrushehev's Chellenge

The theme of today's meeting, "Dimensions of the International
Peril Facing Us,” is a most imporiant one. It deserves the full
attention of the Charber of Commerce of the United States. With
its mewbership of two and a half million American businessmen,
your organization occupies a sey position in our nation's approsch
e internstional as well as to domestic affairs.
¥y subject today is the Soviet threat to the United Statles.
tie all know that the Communist drive for world dominatlon met
with considerable success in the early postumy years. It swept
over & substantial part of the Zwasian land mass. JOver one
willion people are now living wder Communilet rule.
She weapons erployed by the Soviet leaders during tunls perlod
were the traditional ones ~- military actiom end political sub-
| version. Thelr techniques had been forged and tested In ithe take-~
over of the USSR iiself. These methods were sufficlent to bring
the Buropean Satellite natious and Chine behind the ivon cuctain.
More vecently, & nev vesadon, massive econcmic penetration,
wvas forged. Uader the banner of trade and ald Soviel iufluence
‘ wmea been nggresiiwly pushed outward since 1953, psriiculerly in
| the Middle Bast and in Southeast Asia. Ve must adpit tihat it
ims helped to achleve Soviets aims. As Khrushehev saléd in hile

\/ Kalinin speech last wonth, "The Soviet Union can be pleased with
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the development of the intermmational situation during the past
four years.”

Host vecently, Kurushehev has challenged the United States

_ e
4o poacefyl competition. Our own grandcons, he reeenily predicted /

to an Ameriean correspondent, “would live under Soclislism in
Ameries, t00." In a Februsry Hoscow speech he sald, "Let us .

compete to see who builds the wmost housing, the most schools apd

hospitals, who produces the most (food), and other coosumev
AN

Y

goots. To the slogan that says ‘'let us awm,’ we reply with
the slopan 'iet us tradeh "™ Pioally. in his visit to Bungary
sarlier this month, Kurusbchev saw & viasion of the United States
a8 o second rate power. o

e chgllenge, then, 1s total. It is pol only in the
geientific and technical fields on which sdvanced worpons
aystens depend. It extends to the wulerdeveloped nations vhere
tie ideological battle for ithe minds of men bhas beon joived. Trade
corpetition, whether in Djekarts for jeeps or in London for
alwainae, has become deadly serious.

In bromdest pevspective, it is the American way of 1life, of
Going business, that is on trial. Ve are confronted by a formidable
sdverpary, who peans business.

I do not mean to discount Ve seriousness of the Soviet
nilivery threat. 4s I see 11, the USSR does not now intend to

uoe its military power in such o way as to risk gepneral war.

i
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ey have a healthy reapect for our mtg&.ia%ry capbility.
Purtper, their sputniks have slsrted us to the military
danper poised by the ICBM in Soviet hands. The President bas
moved guickly; our own missile programs 8ye now under masclmus
development speeds. It 1s always ponsible, of couvae, Lt
Soyviet emphmois on the military applications of soience and
technology will result in a Treak-through wiich will uwpset
the halance of military power. Serring such & possibility, it
i3 most provable that the fateful baltles of the oold war will
e voupht in the economic and subversive arenas.

Tr this connectlon, the Doviet leaders are constantly
vepeating in their press interviews, in raflie brosdomis, and
in thelr speeches, » desire to reduce internavlonal tenslons.
Tiey repeal ad mns% that they seek peace, not war. Yei

e
they throw = hemvy veil of secrecy over all militery soltivitiea,
IF theliy objectives aéﬁw%b truly peaceful, vhy is all the secvecy
ascesnaryy

Firtunlly everytiing about the military capablilitics and
production programs of the Pnited Stebes is open information.
The deteils of our defense cxpenditures sre avellable to aryone
Inbevested enough to vesd the newspapers. In comtrest, the
“oviets relesse only a total figuve, which we Zoow oo cover

1ittle more than half of whot their military is actually rooelving.
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Dur bomber production rates can be Pound in sviation
magpzines. Our plans for nuclesy submarine production are
fully available. The Soviets Imow this. In fact, the last issue
of their megeeine, Shipbuldlding, carvied a complete stovy of
cur nuclear submmrines. This was not the result of Joviet cloak
aud degper espionage, bul mevely of reading the press.

Yei the Soviets, with trivial exceptions, tell us nothing
openly sbout thelr militery. 7The Free ¥World is concerned, as
it must be, to protect lisell against surp;rise atinck, Vast
areas of the USSR are closed o foreign visitors &t a3l times.

In August 1957, 120,000 sg. miles were added to the clomed territory, &\
making & total of 2lrillion squere miles that ave off limits

o forelgners. From Lisoe to time forelgn travel 4o additicoml

areas ave forbidden. On March 3lst, for example, the Ukraine, '\

the Coucesns and Central Asis were temporarily sealed off.

Wy do the Soviels want 0 keep sunh avess gecret? UWhnt are they

hiding from the West? Certainly not "peaceful Iintentions!”

e militery field iz not the only one vhere there is a
zomplete divergence betweon Soviet words and deeds. While main~
wWining the largest colondal empire in the world, they asxe the
chapplons of nationalisr In the wnderdeveloped avsas. By pro-
clainming themselves o be antd-colonial, the Soviet enlesaries
have gained the adnxlssion of thelr trade and aid programs iu
wany underdeveloped areas.

In this penetration, the Soviets are nov greatly belned
by the years of effort devoted to subversion. This ls partiewlarly
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true where they have succecded in apreading Marxist doctrine
anong students and intellectuals in underdeveloped countries.
It rakes most difficult ouwr Jjob of convineing the new leader-

ship in emerging nations that sceommodating te commwlen is

accommoGating to disaster.

Consider for example, the speech of President Sukarno of \

Indonesis given a fev weeks ago. He said, "In the political /

figid I anm a followver of Kari Marx. But on the other hand,

I an 3 religioug man. I can understand the entire seope between

Marxisn and religion. Poesibly because of my Gemini stay I have

mde mysell the meeting place for all trends and all ldeclogles.”
Sukarno s youthful assoclation with soeialist and communist

political lesders has influenced him deeply. ¥We face the harsh

S S

Lont bl

fmct that Soviet arms, under Sulmrno's leadership. are now being
poured into Indonesis to shoot down anti-commmlste. It is not
a2 comforting picture.

But Boviet credits and granis are not limited to those
countries where there is a prospect of short-term sccepiance
of commmnist philosophy. OFf the $2 billions of development
and military asid extended by the Sino-Soviet Bloc over the past
three years, substeantial sums love gone to countries which
clenrly are not in the Soviet cmump. let?s get down %o capes:
In Bgypt the commniet party was outlawed at the time of the
Bloc's original military aid offers in 1955. Desplite repeated

crackidowns on coammunist slements within the country since that
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time the USBR econcluded & major $175,000,C000 economic aid program
with Zgypt in 1957.

Cormunist influence in Syria has been reduced following
its membership in the UAR in February of this year -- even to
the point vhere Khalid Bekdash, the leading Arab communist
wvas forced to flee the country. Communist-oriented General
AfiT Bizri, former Chief of 3taff of the Syrilan army, has been
placed wnder house arrest in Cairo. But the USSR is going
ahead with its $170,000,000 economlic ald program and continues
to supply nrms under agreements worth $100,000,000.

The list of examples can be extended. Afghanisten is
a consbitutional monarchy. The Imam of Yemen is an shsolute
ruler. The Turkish government is strongly anti-commnist.

Bloe credits go not only where the Commmnist leaders belleve
agsistance will advance commmism, but also where such ald helps
to divide the west or curtell western Influence.

The Communists have no money market problems. They have
ne legislative resgtrictions. The USSR has developed an attractive
package eredit deal -- long term loans, generally for 12 years;

2% per cent interest rates; repayment in surplus cammodities,
and room for bargaining on prices. They have devoted much effort
to the native language tralning of the techmlclans they send
o the newly developing nations.
They have valusble asseis in the Pree World whii. are used

to push the trade offensive.
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One of the most important of these is the Bank of China.

It is the primary source of funds to the 12,000,000 Chinege h
in Scutheast Asia. Thepe loans, controlled from Peiplng,

often requive appropriate gestures of suppert to the Commmist
reglme in China.

Branches of the Bank are iu Caleutisa, Reangooun, EKarachi,
Borbay, Penanp, Djakarta, Medan, Surabaye and otber imporiant
eities in Southeast Asia. The Bank promotes the export and
sale of Chinese Commumnist goods over this ares. It also
collects a vast srray of facts of econonic and political
information, both openly and by clandestine means.

In Latin America we sec & different type of aseset. There
are a mmber of communist front or Bloe associated organizatlions
actively campelgning for closer commercial tles with the Bloc.

For example, in Brazll, the firm of TORGBRAS has besn
prominent. It offered to luport and sell Russlan automcbiles st
ridiculously lowv prices. When this fell through, TCRGERAS offered
w0 impors a complete auto factory from the USER. While neither
offer may have been serlous, they hwd consldersble propegands
value. The Soviet Unlon is plctured as a regpecteble member of
the world copmumity, eager to 2o business.

e must not leave the fleld open to thie fype of penctration.
fie cannot afford to Le second to the Soviets in responding to
the legltimate economic development needs of the newly created

netions.

s \rd -~
{
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Gur own interests dictate such a policy. Forestalling
commnist subversion 1s an obvious necessity to mainiain &
world political balance of power. Bul our own economic needs
for industrial raw materials sro growing emry' year. Ye are
becoming more and more s "have-not” nation as our high grade
domestic reserves of such essentlials as iron ore and pelroleum
are used up. We are turning increesingly to imports of such
materials, largely from the underdeveloped vations. Ordinary
prudence dictates thai we bend every effort to keep these reserves,
so essential for our future grovwth, from falling into communist
hande.

Can the Soviets afford to keep up their present level of
negistance to free world nations? Is thelr increased trade
with the ¥West the result of s carpletely artificial phencwmenon,
which must soon disappear under the pressure of harsh domestic
realities? Are Kurushchev's promises to improve sharply the
iiving standards in the Soviet Upnlon hollow? Is the boast to
outproduce the United States made up of whole cloth?

To answer these questions we rmust examine the Soviet
economy in the perspective of history.

Since 1028 the Soviet Union has developed rapidly from a
predominantly agricultwmal, industrially wnderdeveloped country
to the second largest econcmy in the world. Forced draft industri-
iization, emphasizing heavy industry, was carried out ‘by Stalin
to prevent {in his words) snother beating of backward Russia

by the move economically sdvanced capltalist countriles. Forred
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draft industrislization contimuves, and now the emphasis is
more positive: to meeil Khvushechev's goel of catehling up and
surpaessing the United States in per capita production within
the shortest possidble historical peried of time. This themo
hag been used not only as internal propaganda but also to
propagate the Boviet faith sbroad.

Comparison of the two economles of the US snd the USSR
in terms of total production of goofs and services (or gross
national product) will indicate the USSR's progress. Vhereas
Soviet GNP was about 33 percent the size of the US in 1150,
by 1556 it had incressed to about 40 percent, and by 162 it
should be about 47 pereent the size of the US. This means that
the Soviet econcmy bae bheen growing, and iz expected to continue
to grow through 1962, at a rate roughly twice that of the econoiy
of the United States. Annual growih overall has been running
vetween six and seven pevcent, snnual growth of industry between
10 and 12 percent. These rates of growth are exceedingly high.
Yhey bave rarely been matched in ecapitallstic states except during
lixd ted periods of posiwsr rebullding.

A doliar comparison of USSR and US GEP in 1956 reveals that
congumption -~ or what the Soviet consumer recelves -~ W&z lsss
than half of total production, while it was over itwo~thirds
of the total in the US. Iuvestment, on the other hand;, as &
proportion of GNP in the USSR vas siggnificantly higher taan in
the US. FPurther, investment funds in the USSR waz plowved

R B
=
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sk primsvily into expansion of electrie power, the metallurgical
base, and into the producer goods industries. In these fields,

it was between U0~30 percent of actual US investment in 1950.
Deiense expenditures, as a proportion of GNP in the USSR wasn
significantly higher than in the US, in fact about double.

Soviet industrisl production in 1950 was sbout 40 percent
as large as that of the US. However, Soviet heavy industyry
wes proportiocoately larger than this overall average, and In
sone instances the output of specific industries already
appreached that of the US. Output of coal in the USSR was
about 70 percent of that of the US, oulput of machine tools
about double our own and steel outpul about halfl.

Since 1556, Soviet output las continuved its rapid
expansion, while in the United States curs has not.

In the first gquarter of 1v958, Soviet industrial production
wag 11 percent higher than & mr ago. In comparlisorn, the
Pederal Reserve Board index shove a decline of 11 percent
jun the United States.

For the first time in history, the Sino-Soviei Bloc has
surpassed the United Stetes in steel production. The threo
monthe figures show that the USSR alone turned out over 75 percent
of the steel tonnege of the US.

A recepsion is an expeunsive luwxwry. Its effecis are

not confined o our own shores. To¢ be gure, none of us libkes

e 3 -
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the loss of production, of employment, and of dividends. But
the interpationsl impact 18 even more serious. Soviet propagandists
have hed o field day for the past six months, pounding away at
American free interprise.

fvery Soviet speech, magazine article, or radio broedeast
beamed to the underdeveloped nations pla;rs' up our economic
difficuities. The wmcomnitted millions are beling t0ld -~ “see,
we told you so. Crises and unemployment are inevitable under
capitalien. Commniem 1s the only true road to social progress. ¥
Our recession has glven the Cozmmmnists a{pmpam‘mi& WeRpon: A8
davaging to US prestige as thelr own Syw;niks*

Continued Soviet industrial growth has had a counterpart
in incresased trade with the free world. Over the past two years,
their trade with the west has been moving ahead more rapidly than
it has within the Bloc itself. About TO percent of ihe U3SR's
inerease in non-Bloc trade in 1957 was with the industrial natlons
of Western Burope.

Recent speeches by Boviet leaders -- Khrushchev, Mikoyan,
and Zahkesrov ~- contained many statements indicating that the
USSR desires to expand trade with the Pree World. JMikoyan, for
example, said that the USSR is "confident that with the establish-
ment of normal trade relstions a significant Torewdd step will
be taken along the road leading to the establisbment of cooperative
relations between the Soviet Union and the United States, and

will belp establish confidence between the two countries.”

This month, Zn%.mv told the United Hatlgs reonomic Comelssion
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bringing about a long-run increese in East-West trade.

An essential bar to normal comercisl relations ie the
apra of secrecy surrounding the economic activities of the
USdk and its Setellites. I do not mean only their setivities
in the nuelesar, missile, and military weapons field. I mean
thelr day-to-day sctivities involving the production of such
vapic necessities s tin cans, alumimm pots, and copper kettles.
The USSR withholds from the world harmless facts of lis PO~
duction of such goods. It withholds information even ::m the
vroduction of the basic rawv materials -- tin, alwinum, and
copper -~ out of which these goods are made. The Soviets have
not given out a production figure on a non-ferrous metal fm& 20
years.

secretive behavior does not create s favorable atmosphere
in which the epirit of friemdly exclmnge of goods and materials
can grow. This lack of information about regerves, production
capacity, processes used, and prices breeds suspicion, doubts,
and tensions. The past year sav the Soviet place on the world

mavket quantities of gold, aluminum, tin, and platinum that
were without precedent. These sales were not only unexpected,
but some of them were made nt lower than market prices. BSuch
bebavier cannot help the Free World to become more receptive
to Soviet goods and materials. In fact » Scme Free World producers
immediately charged thet the Soviets were deliberately trying to
disrupt the Free World market.

The evidence does not support the interpretation that the

Joviets have deliberately embarked on & campaign to disorganize
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Western mebtal markets. Rather, the proceeds have been used to
pey for increased imporis of machinery. A fevw years ago s In
fact, limited metal exports from the USSR were able to cosmand
a premium price in Vestern merkets, due to the tight supoly
sitvation. However, the unnatural secrecy surrounding Boviet
wetals industries breeds susplcion. It makes more dA1fficult
the accomplishment of the Soviets own trade cbjectives.
As we forecast the future, we expect Soviet metal exports
to inerease. This trend should be reinforced by the continued
growih 1o metal production within the USSR, It is alrveady the
second largest producer in the world of pig iron and sted, and
the third largest producer of aluminum. Increased sonpetition
Trom Commwist producers in these tradlitional western mariets
is an economie fact of life.
Iet's return to the main stream of Soviet economic develop~
went. The new look on the face of the Soviet economy is s Of
course, the serlous atiention being pald to the consumer. Khrushohev
s become identifled in the minds of the Doviet people as the
great proporent of raising living standards, of shavy lmprovements R
in éiet, in housing, and in clotling.
It is one of the ironies of Soviet politics that Malenkov
{irst proposed this course, and because of this, was depcsed by ]
Khrusbchev apd other party leaders. Addressing the Supreme Soviet \‘\\K R
on August 3, 1933, Malenkov sald, "The urgent task lies in raising '
shorply ....... the populetion's supply of foodstufis and manufactured

Approved For Release 2000/09/11 -GIA-RDP62S00545A000100090084-5




Approved For Release 2000/09/11 : CIA-RDP62S00545A000100090084-5

goodn, meat, butter ,.... textiles snd footwear." In tihe
sape specch, he sald, “Comrades, in the cause of the inproved well-
being of the nation an luportant part is played by the Durtiwer
lmprovenent of housing. " /
The historic parallel 1,3. in the 1925-27 struggle between
Trotaky and Stalin. Stalin vigorously opposed Trotaky’s insisteuce
on collectivizing sgricultwe snd on forced dralt industyislisation.
But heving dlsposed of Troteky, Gtalin immedistely sdopted the <. Q
sawe palicies. In bloody cperations, he liguidated private fara-

ing. The first five yesr plan, with all cther objectives sub-
ordinated to the development of repid beavy industry, began in
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objective. Khrushchev's goals for 1972 shows a plan for Soviet
steel owiput to double -- to between 100 and 120 million

tons. The energy base would about triple with elevtric power
output up to between 800 and 900 kilowatt pows and petrolews to
betwosen 350 and 40O million toms. Theee levels of cutput vonld
e about egual to US production in 1957

Por certain other commodities, such as coal 804 cement,
the Soviets plan to reach by 1072 a level of outpub scme 50 to
100 percent higher than our own in 1957. Vieved in the iight
of past Soviet performance, the ammaal, rates of growth requirved
secn velatively modest.

But what these poals Imply is that somevhere in the 1360,
the absolute gap between total United States production and total
Soviet production will begin to narrov. Gace the gap does start
to narrow, and if Soviet expansion continues at roughly double
the long-term US rate, the gep could close rapidly. A few decades
more would do the triek.

some such timetable, T think, is what Xhrushchev had in
mind when ne said on April Tth, that the Soviel Union in a short
time will take the lead away from the United States. After
all, a generstion is, in his words, “a shovi historieal peviod
of time.”

Also, with no xespportionment of priorities apong industrial
cbjectives, living standards for the estimated 260 million Soviet
citizens in 1972 would bave iucreused, on a per %ﬁg basis, by

more than 40 pevcent. The diet would be greatly improved and
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the housing for the average family of fowr would be raised
to at least a two roum apartment with kitchen and bath.

Pinally, the by then ncﬁ?soml.wd nations of Asiz and
Afries could be recelving & billion dollars worth of Boviet
ald annually.

In swemry, the Soviet challenges are serlous ones. Forty
ywsotﬁmiatéavelmn‘;hﬂ*mmtmmmﬁnmnmm :
poaition far ahead afw, Fraoce, and Germany. To me,
it is entirely poesible, aud porhaps probahle, that in 30 years
more the USSR could move ints first place.

As Director of Central Intelligence it is not my task to
recommend policies. It 1s rather (o analyze a3 accurately As
possible and m‘b the facts as a basis for determining policy.
The cmqums, gentlenexn, are up to you.
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